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 Agricultural cooperatives must frequently make deci-
sions about how best to apply the net earnings they re-
ceive from business with their members.  Net earnings 
can be used to pay cash patronage refunds, accumulate 
equity capital for growth, or retire equity certificates 
held by current and former members.  These uses of net 
earnings compete with one another, and all depend on 
the cooperative’s rate of return on equity.  If a coopera-
tive increases one use of its earnings, it must either de-
crease another or take steps to improve its rate of re-
turn. 
 
The proportion of patronage refunds a cooperative can 
pay in cash, the rate of equity growth it can maintain, 
and the length of its revolving period can be related to 
each another and its rate of return on equity according 
to a set of mathematical relationships.  Figure 1 repre-
sents those relationships in graphical form.  It shows 
the trade-offs between the rate of growth and the re-
volving period a cooperative can maintain given vari-
ous levels of cash patronage refunds (c) and a 20 per-
cent rate of return on equity.  For any particular level of 
cash patronage refunds, the revolving period increases 
as the growth rate is increased.  Moreover, the revolv-
ing period increases more rapidly as the proportion of 
patronage refunds paid in cash is increased.  For a co-
operative that pays 80 percent cash patronage refunds, 
even modest increases in growth necessitate substantial 
increases in the revolving period. 
 
From the figure, we can see that a cooperative that 
earns a 20 percent rate of return on equity could pay 50 
percent cash patronage refunds while maintaining a 4 
percent rate of equity  growth and retiring equity ac-
cording to a 64-year revolving period (point A).   
Market Report Year 
Ago 
4 Wks 
Ago 3/6/15 
Livestock and Products, 
Weekly Average       
Nebraska Slaughter Steers, 
35-65% Choice, Live Weight. . . . . .  . 149.52 * 162.18 
Nebraska Feeder Steers, 
Med. & Large Frame, 550-600 lb. . . . . 221.09 272.96 279.76 
Nebraska Feeder Steers, 
Med. & Large Frame 750-800 lb. . .. . 177.70 216.44 215.31 
Choice Boxed Beef, 
600-750 lb. Carcass. . . . . . . . . . . . . . 233.40 241.75 248.91 
Western Corn Belt Base Hog Price 
Carcass, Negotiated. . . . . . . . . . . . . .. 105.44 60.67 63.72 
Pork Carcass Cutout, 185 lb. Carcass 
51-52% Lean. . . . . . . . . . . . . . . . . . . . 108.08 74.81 68.39 
Slaughter Lambs, Ch. & Pr.,  Heavy, 
Wooled, South Dakota, Direct. . . . . . . 158.00 * * 
National Carcass Lamb Cutout 
FOB. . . . . . . . . . . . . . . . . . . . . . . . . . . 369.88 375.30 372.04 
Crops,Daily Spot Prices 
      
Wheat, No. 1, H.W. 
Imperial, bu. . . . . . . . . . . . . . . . . . . . . 6.83 5.09 4.72 
Corn, No. 2, Yellow 
Nebraska City, bu. . . . . . . . . . . . . . .  . 4.56 3.66 3.66 
Soybeans, No. 1, Yellow 
Nebraska City, bu. . . . . . . . . . . . . .. . . 14.22 9.29 9.43 
Grain Sorghum, No.2, Yellow 
Dorchester, cwt. . . . . . . . . . . . . . . . . . 8.07 7.16 7.07 
Oats, No. 2, Heavy 
Minneapolis, Mn, bu. . . . . . . . . . . . . . . 4.61 3.16 3.18 
Feed       
Alfalfa, Large Square Bales, 
Good to Premium, RFV 160-185 
Northeast Nebraska, ton. . . . . . . . . . . 162.50 203.75 190.00 
Alfalfa, Large Rounds, Good 
Platte Valley, ton. . . . . . . . . . . . . . . . . 127.50 75.00 77.50 
Grass Hay, Large Rounds, Good 
 Nebraska, ton. . . . . . . . . . . . . . .. . . . 107.50 82.50 95.00 
Dried Distillers Grains, 10% Moisture 
Nebraska Average. . . . . . . . . . . . . . . . 235.00 177.75 175.00 
Wet Distillers Grains, 65-70% Moisture 
Nebraska Average. . . . . . . . . . . . . . . . 67.00 58.00 53.50 
  ⃰ No Market 
      
Alternatively, it could reduce its revolving period to 22 
years by lowering cash patronage refunds to 20 percent 
(point B).  Or it could increase its growth rate to 5.5 percent 
by lowering cash patronage refunds to 35 percent (point C). 
 
Although all combinations of cash patronage refunds, 
growth, and revolving periods represented in the figure are 
feasible given a 20 percent rate of return, the present value 
of the patronage refunds members receive can vary substan-
tially.  For example, assume members discount noncash 
patronage refund allocations at 10 percent per annum over 
the length of the revolving period.  If the cooperative were 
to pay 50 percent of patronage refunds in cash and retire the 
noncash portion at the end of the corresponding 64-year 
revolving period (point A ), the present value of the cash and 
noncash patronage refunds would be about $50.  The pre-
sent value associated with 20 percent cash patronage re-
funds and a 22-year revolving period (B) would be only 
about $30.  In terms of present value, the additional cash 
patronage refunds at A  more than compensate for the longer 
revolving period. 
 
Because both A  and B are feasible and the present value 
associated with A  exceeds that of B, it might seem that the 
cooperative could increase its members’ welfare by moving 
from B to A .  However, a move from B to A  would not 
make members collectively better off.  Each year, the cash a 
cooperative has available for distributing to its members is 
equal  
to the difference between its net earnings 
and the funds it sets aside for equity 
growth.  This cash can be distributed as 
cash patronage refunds or used to retire 
equity certificates allocated in earlier 
years.  Moving from B to A  will affect 
the present value of the cash and non-
cash patronage refunds allocated in the 
current year, but it will not change the 
amount of cash the cooperative has 
available for distribution.  By increasing 
the proportion of patronage refunds it 
pays in cash, the cooperative will reduce 
the cash available for retiring equity cer-
tificates.  The increase in cash patronage 
refunds will benefit current members, 
but only at the expense of older and for-
mer members who may hold substantial 
amounts of equity  
 
Although a movement from B to A  will not 
alter the collective welfare of members, the 
choice of a point in Figure 1 is still of great 
importance.  Increasing the level of cash patronage re-
funds can help current members avoid negative cash 
flows due to income tax.  By maintaining a relatively 
short revolving period, a cooperative can ensure that 
the equity of older and former members is redeemed in 
a timely manner, thus maintaining the ownership of the 
organization in the hands of those who benefit from it.  
Finally, a cooperative may need to accumulate equity 
at a rate that ensures adequate growth and expansion of 
services.  Selection of the point that is best for the co-
operative and its members requires that the decisions 
regarding these variables are made in an informed and 
equitable manner.  If the cooperative’s goals with re-
spect to these variables cannot be satisfied, it may need 
to explore opportunities for increasing its rate of return. 
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Figure 1.  Revolving Periods and Growth Rates Possible Given Propor-
tion of Cash Patronage Refunds Paid in Cash and 20 Percent 
Rate of Return on Equity 
